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The Story of
One Firm’s Peer Reviews

Should Your Firm
Be A Member of the SECPS?

Dale Rafal, Director of the AICPA’s Quality Review
Division, is an authority on peer review. She suggested this
case study about the Delaware firm of Wade & Santora,
calling it a “true peer review success story.” The following
interview with Joe Giordano from Wade & Santora
provides some insights that may be useful for all PCPS
members.

This fall, all PCPS member firms with SEC registrants as
audit clients received a letter from PCPS Chairman Bob
Israeloff. His letter asked these firms to consider joining
the SEC Practice Section—even though they may only
have one SEC client.
Is SECPS membership really this important? Yes! Any
firm that has joined the PCPS has shown its integrity and
demonstrated a commitment to quality practice. These
same characteristics can benefit SEC clients as well as
private company clients.
To quote Mr. Israeloff’s letter, “Joining the SECPS will
add strength to your profession’s voice in Washington,
because legislators and regulators believe CPAs who audit
public companies should be members of the SEC Practice
Section.” That will be particularly important in 1989, when
the 101st Congress will likely return to questions about the
profession’s accountability in areas that have been the
subject of fraudulent financial reporting.
Perhaps some misconceptions about the SECPS
membership requirements are keeping firms from joining
our sister section. Did you know that:
1. The PCPS peer review program is, for all intents and
purposes, identical to the SECPS program, except that
it is not subject to oversight by a Public Oversight
Board.
2. The vast majority of member firms never come into
contact with the SECPS Special Investigations Commit
tee.
3. A firm that has had a PCPS peer review before joining
the SECPS can stay on the same review schedule, and
will not need another review until three years after its
last review.
4. SECPS has special provisions for certain membership
requirements when firms cannot comply with them
because of their size.
5. Annual SECPS dues are $15 per professional, up to
$100 for firms with fewer than five SEC clients.
6. SECPS membership may sometimes be helpful in
competitive situations.
SECPS membership gives the profession strength in
dealing with legislators and regulators. For more informa
tion or to receive a membership application, call the SEC
Practice Section at (212) 575-6366.
□

Please give us a little background on your firm.
Wade & Santora is a regional firm serving clients in
Delaware and Pennsylvania. Established in 1983, the firm
has offices in Wilmington and Newark (DE) and Kennett
Square (PA). W&S has grown to a staff of 50, including
four directors, equipped to handle a variety of client
engagements.
The firm has 22 people in the Accounting and
Auditing (A&A) Department, which accounts for
approximately 55% of our annual revenues. Because this
practice is such an important factor in our revenue base,
and because competition will stiffen in the 1990s, we are
positioning ourselves to offer a broad range of services in
the department and throughout the firm.

How long has the firm been a member of PCPS?
Since 1983. We joined the section soon after our
founding in order to ensure the quality of our accounting
and auditing practice and to enhance our reputation for
excellence.

You received a modified report in 1987. How did that
happen?
Our first full year (1983), the firm employed only seven
people, including the two founders. Our first peer review
was successfully completed during 1984, based on our
1983 activity. However, during 1984 the firm began to grow
significantly.
By June 1987, we were at 42 people and it was time
for our next peer review. During this period of growth, our
firm had maintained its external commitment to its client
service philosophy, but did nothing to change its internal
systems of quality control. The qualified opinion we
received in our 1987 peer review (a lesson in growing
pains) demonstrated we had outgrown our original system
of quality control.
The firm had grown based on its reputation of
creativity and innovation. Consequently, our staff was given
Continued on page 4
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Chairman’s Corner
John Mason Andres
Chairman, PCPS Peer Review Committee

As chairman of the Peer Review Committee, I am used to
seeing things from the reviewer’s perspective. Our commit
tee, which is made up of 17 members from firms of all
sizes across the country, reviews between 300 and 500
peer review reports every year. We check to see that the
review has been fairly conducted, make recommendations
for improvements to the reviewed firm, and follow up to
make sure that the recommendations have been imple
mented.
But peer review—from another perspective—is fresh
on my mind as I write this. Last week, our firm—Thomas &
Thomas in Texarkana and Little Rock, Arkansas—just
completed our third peer review. I was reminded of how
eye-opening the process can be, no matter how many
times you’ve been through it. Of course, the primary
purpose of peer review is to uncover any serious deficien
cies in a firm’s accounting and auditing practice. But there’s
much more to be gained from the process than that.
For example, the team reviewing our firm came from a
firm of more than 100 people. We have less than 40
people, so we wanted to get the perspective of a larger
firm on ways to make us more efficient. We urged them to
“tell it like it is,” and to show us any “warts” in our
operation.
We were surprised at how simple some of the
improvements can be. In one case, the reviewers sug
gested that we purchase a rubber stamp to mark
“reviewed” on our monthly compilations. Previously, we had
been writing a special cover slip to indicate this, which
took more time. Our reviewers also use the same audit
programs that we do, and they were able to show us some
more efficient ways of completing the audit modules, which
will also save us time.

The Benefits of Peer Review
When people ask me about the benefits of peer
review, this independent perspective is one of the most
important. It’s a way to improve both your quality pro
cedures and your general operating efficiency. Firms that
need to drastically upgrade their quality procedures may
see their operating costs increase as a result of peer
review. That’s to be expected. Most firms, however, find
that peer review can actually point out ways to save
money.
Employee pride is another major benefit, from man
agement’s perspective. Your people like to know that the

firm’s practices adhere to the highest possible standards.
And we’ve found that peer review reassures the non-A&A
partners in our firm of the quality of the accounting and
audit practice.
Peer review is also a good time to sound off. Through
your reviewers, you can provide input to the PCPS
Technical Issues Committee (TIC) on auditing standards
and other professional issues that concern your firm and
your clients. The TIC provides standard-setters such as
the FASB and the Auditing Standards Board with the
special perspective of private companies and the CPAs
who serve them. If you have something to speak out on,
they are your guarantee that someone’s listening.
Last but not least, peer review can increase your firm’s
stature in the business community and in recruiting new
hires. A clean report is a “Red Badge of Courage” that
proves that your firm’s quality has been evaluated and
endorsed by an independent body. While it may take some
educational effort on your part, this marketing aspect of
peer review can be very valuable.

Inspections and Consulting Reviews
One of the question’s I’m asked most often is “What is
the best way for my firm to prepare for a peer review?” My
answer: If the firm has a good system of quality control,
then its procedures should be “up to snuff” each and every
day. In that sense, you should be confident that you could
have a peer review at any time without preparation.
However, to make sure that your standards haven’t slipped,
you should conduct annual inspections of your accounting
and auditing practice in the years between peer reviews.
A firm that has never been peer reviewed should
prepare by looking at certain functional areas, which
include documenting independence, hiring practices,
acceptance and continuation of clients, professional
development, advancement, consultation, assigning per
sonnel to engagements, supervision and inspection. We
recommend that these firms have a PCPS consulting
review. In this program, an experienced peer reviewer visits
a firm and looks at all its procedures, makes recommend
ations, but does not develop any workpapers, so the
review is entirely confidential. We recommend it as an
excellent first step before peer review.

A Message to Members
We’ve seen proof over the past few years that the
peer review system works. Peer reviewers are becoming
more proficient and experienced. Reports from firms
undergoing their second, third and fourth reviews show
quality improving while letters of comment continue to
decrease. That’s an important accomplishment for the
PCPS and the profession, and something we can all be
proud of.
□
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PCPS Speaks Up
For Member Firms
Advocacy on behalf of member firms is one of the
Section’s official responsibilities and a major function of
PCPS committees. Here is a summary of recent activity.
Proposed quality review standards. The main thrust
of the Executive Committee’s response to the recent
exposure draft is that, in general, the differences between
the proposed standards and those governing PCPS peer
reviews are unnecessary and undesirable. The Committee
recommended specific changes to certain aspects of the
proposal.
The Committee maintains that for the long range
benefit of the profession and the public the two programs
should be similar to the maximum extent possible. It
therefore asked both the Peer Review Committee and the
Quality Review Executive Committee, which developed
the proposed standards, to consider appropriate changes
in order to eliminate unnecessary differences. These views
were expressed in meetings with representatives of the
committees involved and confirmed in a letter commenting
on the draft.
OCBOA reporting. In the past year the Section
issued more than 25 letters of comment to the profession’s
standard-setters and policymakers, mostly in response to
proposed changes in standards or policies. However,
PCPS took a “pro-active” advocacy position on an OCBOA
reporting issue. OCBOA is the acronym for “other com
prehensive basis of accounting,” and in this context
generally means tax basis or cash basis accounting.
In late 1987 PCPS Chairman Robert L. Israeloff wrote
to the Auditing Standards Board (ASB), asking the board
“to do whatever is necessary to soften the harsh and
negative language of the non-GAAP audit report.” (Mr.
Israeloff’s letter appeared verbatim in the January 1988
PCPS Reporter.)
Last August, the ASB exposed a proposed new SAS
on Special Reports, to replace SAS 14. The draft included
some softening of the OCBOA reporting language but, in
the view of the Technical Issues Committee, more was
needed.
In October Mr. Israeloff and TIC Chairman Edward F.
Rockman met with the ASB’s Planning Subcommittee to
explain the need in some detail, and to suggest possible
approaches. The TIC followed this up with a formal
comment letter suggesting and prioritizing several alter
natives that would preserve CPAs’ traditional respect for
GAAP without disparaging alternative accounting bases.
At its December meeting the ASB agreed to adopt
one of the alternatives that the TIC had proposed. This
represents substantial progress towards eliminating barri

ers to the use of tax or cash basis financial statements by
private companies that wish to avoid the costs and
complexity of GAAP in situations where another account
ing basis would meet the needs of the client and the users
of the financial statements.
Reporting entity. The TIC responded in considerable
detail to a GASB discussion memorandum on The
Financial Reporting Entity for state and local governments.
The DM’s basic issues included whether financial reporting
should cover the totality of the primary government and its
component units, or instead attempt to show the dif
ferences in the relationships between the two; and what
criteria should be used for determining whether an
organization is part of a reporting entity.
The TIC acknowledged that a primary objective of
accounting standards is to promote comparability between
reporting entities, but expressed concerns: “Even though
comparability is a very desirable quality in financial
statements, we believe that comparability cannot reason
ably be accomplished... because of the multitude of
activities governments may choose to become or not
become involved in and the various ways in which
involvement can be structured.” For this reason, and others
presented in the letter, the TIC believes that the DM placed
too much emphasis on identifying standard criteria for
evaluating potential component units for inclusion in a
governmental entity.
The TIC’s letter also addressed many related issues
that the DM raised.
Civil tax penalties. In a letter to the AICPA Tax
Division, the TIC applauded that Division’s July letter to the
Commissioner’s Penalty Study Group, responding to the
paper, A Philosophy of Civil Tax Penalties. Noting that the
IRS and its task force are still addressing the penalty
problems, the TIC urged the Tax Division to reaffirm its
keen interest in helping the Service develop an evenhanded penalty system that would be effective in encour
aging compliance. The TIC suggested using as
springboards for a second letter two recent events—
passage of a Taxpayers’ Bill of Rights and the IRS
announcement that its task force on tax penalties will issue
its recommendations by the end of 1988.
Form of practice and ownership. AICPA members
are prohibited from practicing in limited liability corpora
tions. They may practice in professional corporations only
if ownership is limited to CPAs or public accountants. The
Federal Trade Commission staff is studying these restric
tions. AICPA President Philip B. Chenok specifically
requested the PCPS Executive Committee’s views on the
issue.
The Committee reached its conclusions only after
extensive discussion. On form of practice the Committee
concluded, 13, to 5, that it would be desirable to permit
practice in the form of limited liability corporations in order
to limit CPAs’ personal liability.
Continued on page 6

4

PCPSAdvocate
January 1989

One Firm’s Peer Reviews
Continued from page 1

an incorrect signal that the basic accounting and auditing
work was not as important or glamorous as some of the
other services the firm was providing. The results of the
1987 peer review clearly stated it was time to change.
What actions did management take?
Immediately after the 1987 review, the firm departmen
talized and William Santora assumed the duties of A&A
Director. Essentially, the firm believed this department
should be headed by a senior partner. In setting the
department’s direction, we recognized the need to continue
to best serve our clients while working to eliminate the
qualification.
The management team, with Rob Sanderson and Bob
Williams playing key roles, decided to implement a new
accounting and auditing policy and procedures manual,
and to update and modify our quality control document.
We gave seminars to our staff to explain these changes. To
relieve our managers of the need to perform technical
reviews of workpapers and reports, we hired a technical
reviewer. We also implemented a procedure requiring that
all financial statement engagements have a technical
review to ensure compliance with firm and professional
standards.
Our firm administrator, Linda Pappajohn, played a vital
role in several important programs. She designed and
implemented a procedure to monitor independence on a
quarterly basis, and set up a CPE program to meet the
needs of our professionals and the firm. The program also
tracks educational progress of our directors and staff, as
well as the operation of our CPE program.
As part of our commitment to our A&A practice, as
well as to our quality control system, we designed and
implemented a new engagement planning process. It
simultaneously addresses all of the key elements of
planning, work programs, staffing, scheduling, technical
issues, client evaluation and arrangement letters, as well
as detailed planning memoranda issued to clients. We also
designed and implemented a computerized “scheduler”
that is maintained on an ongoing basis. Finally, we
developed a computerized project monitoring system, that
enables us to stay on top of the progress of each
engagement through its ultimate completion.

That’s a major investment in time and money. What has
the impact been on your firm?
We believe that by evaluating our firm and dedicating
our efforts to improving practice quality, we have helped
our people to grow personally and professionally. We
improved our management systems and now believe that
our practice is among the best in the area.
Throughout the process, our entire staff was con
tinually supportive and enthusiastic about our efforts. We
are grateful for their attitude and dedication to the process

of improving the quality of our practice. We also believe
that our new system will be effective for the next 50 people
the firm employs.

How did you approach your 1988 peer review?
One of the first steps was to engage our 1987 peer
reviewer as a consultant. In this respect, he monitored our
progress in the areas described above, and offered
suggestions as to how to improve our quality control
system. In the spring of 1988, we began to discuss a 1988
peer review and, with our consultant, decided that we
would be re-reviewed in October.
As part of the preparation, we planned and completed
our annual inspection using the approach and meth
odology of a peer review. The results, together with
planned corrective action, were presented to the directors
at their annual meeting and subsequently communicated
to the entire firm. Our consultant then reviewed the annual
inspection and its results.
In preparation for the re-review, we made all neces
sary documentation available for the reviewers upon their
arrival, including workpapers, reports and financial state
ments of the engagements selected for review,
independence and personnel files and annual inspection
papers.
Dale Rafal mentioned that Wade & Santora had the
“right attitude” toward peer review. Can you describe
your attitude?
We have always been service oriented—committed to
responsive support to clients on a year-round basis. An
integral part of this commitment requires us to ensure that
our own house is in order, which means that maintaining
our quality control system is an important part of the
management process. We intend to continue to maintain
and improve our quality.
Our system has now been designed to ensure
compliance with professional and firm standards. It also
incorporates scheduling, staffing and personnel matters—
such as evaluations and advancement—and a monitoring
system that enables our account administrators to con
tinually review the progress of client engagements.

Do you have any advice for firms approaching peer
review?
We believe that “commitment, communication and
planning” are the key elements. Commitment includes the
appointment of a partner to direct the program. The next
step is to communicate to the staff that the firm is going to
undergo a peer review as a means of improving the quality
of its A&A practice. The communication process should be
ongoing—possibly through monthly staff meetings. Finally,
a well developed implementation plan that incorporates the
items required and involves all A&A is necessary. This is
the approach that worked for Wade & Santora.
It certainly did. Thank you for sharing it with us.

□
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PCPS Organizes TEAM
Meeting for Smaller Firms
It started out as an experiment...and turned into a
landmark event. On November 9, more than 50 people
gathered in Chicago at an organizational meeting for the
PCPS “TEAM”—firms with ten or fewer professionals.
(“TEAM” stands for TEn At Most.)
Historically, PCPS helped give smaller firms a voice at
the AICPA and with the standard-setters. The recent influx
of local firms—including many sole practitioners—sug
gests that PCPS may do even more to serve this important
constituency. At the Chicago “fly-in” meeting, PCPS
members from around the country shared their concerns,
frustrations and ideas with PCPS committee members.
Many of the comments at the meeting favored the shift
in PCPS emphasis from a peer review-driven organization
to more of an association of firms. As one member noted:
“PCPS should be more of a resource center for its
members, and less of a review body.” That shift may be
particularly appropriate now that the Division no longer has
the sole franchise on peer review.
During the “Table Talk” portion of the meeting,
attendees developed a variety of suggestions for new
PCPS services. They included news summaries of profes
sional issues of interest to smaller firms; more information
on how to get ready for peer review; regional meetings of
TEAM-size members to discuss practice management
tactics; ways to sell the benefits of PCPS membership to
clients and referral sources; and a directory of specialists
for sharing technical expertise among members.
The panelists, all PCPS committee members, brought
the “TEAM” recommendations to the entire Executive
Committee, which met the following day in San Antonio.
Some of the services suggested by the TEAM are already
provided, which means that the Section can do a better job
in publicizing the benefits currently available. For example,
an inexpensive “Consulting Review” program is in place for
firms that want to know how to prepare for their first
reviews.
Among the suggestions under consideration for the
fall of 1989 is a series of regional meetings of TEAM
members for practice management discussions. Watch for
more information on these meetings, which will be infor
mal, hands-on sessions—not a lecture series.
PCPS Chairman Bob Israeloff called the TEAM
meeting a terrific—and surprising—success. “We weren’t
sure if we would get a significant response from our
smaller firm members, whose time is already so precious.
PCPS affiliation means a great deal to these firms, and we

will work hard in 1989 and beyond to make sure that PCPS
meets their needs.” He also noted that the attendees of the
Chicago fly-in, having demonstrated early support of the
concept, will likely be called on in the future to serve as
committee members and leaders of the PCPS TEAM.
□

Section 89 Help Coming
Section 89 of the IRS Code requires that every employee
benefit plan be tested for compliance with nondiscrimination
rules. Penalties are severe, and clients need help in imple
menting the requirements. Some member firms regard
Section 89 as a unique practice development opportunity.
Because of the urgency and complexities involved, the
Institute’s CPE Division is disregarding its usual tax
season hiatus and presenting five regional seminars on
“Complying with the Section 89 Rules.” The seminars,
which are sponsored by state CPA societies, are sched
uled for January 17 in Milwaukee, January 24 in Atlanta,
January 31 in Las Vegas, February 7 in Westbury NY and
February 14 in New Orleans.
To register, contact the appropriate state society. For
information about later presentations, after May 15, call the
AICPA CPE Information Hotline, 800-242-7269 (in New
York State, 212-575-5696).
In a separate response to the new rules the AICPA
Tax Division has prepared and distributed to its members a
Section 89 Practice Guide, focusing on employers with
only one health plan. Copies can be purchased at $5 each
by sending a check and a self-addressed 9x12 envelope to
Section 89 Practice Guide, AICPA, PO. Box 1035, Times
Square Station, New York, NY 10108-1035.
□

Conference Reminder
An exciting program awaits you at the 1989 PCPS
Conference, scheduled for April 30-May 3 at Arizona’s
luxurious Scottsdale Princess Resort. Plenary and break
out sessions focus on partner compensation, tax practice
management, mergers, marketing, litigation risk, peer
review and other subjects of special interest to managing
partners. Computer sessions feature on-line tax and
accounting research, PC extraction and analysis of clients’
computer data, and automated audit management. FASB,
GASB and GAO representatives review new and forthcom
ing technical standards; auditing specialists discuss
alternative approaches to audit sampling and techniques
for implementing SAS 55 on internal control.
Continued on page 6
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PCPS Speaks Up
Continued from page 3

The Committee voted down a motion that would have
endorsed permitting partial ownership of CPA firms by
individual non-CPAs, provided such owners participate full
time in the firm’s business activities and that CPAs,
collectively, retain control of the firm. It then passed a
resolution, 11 to 7, opposing any ownership of CPA firms
by non-CPAs.
The Board of Directors and Council will consider
these positions as they deliberate the Institute’s response
to the FTC staff.
Firm designation. The Executive Committee
reviewed recent problems that a prospective AICPA mem
ber had with Ethics Ruling No. 147, which holds that a sole
proprietor or sole shareholder may not use the designa
tions “and Company” or “and Associates” in the firm title,
since these may be interpreted to mean more than one
partner or shareholder. (The CPA had indicated that if he
were accepted into the Institute, he would also apply for
Section membership.)
The Committee then appealed to the Professional
Ethics Division to delete that Ruling, since it is no longer
appropriate. The Committee felt that this is especially true
for the term “and Associates,” since it is customary for
professional firms to refer to non-owners as “associates.”
Ethics pronouncements require a considerable
amount of “due process,” but as your Advocate goes to
press, the PCPS position has been approved by the
cognizant subcommittee and will be considered for
exposure by the Professional Ethics Executive Committee.
Audit sampling. The TIC and the Division’s two peer
review committees have become increasingly aware of
problems that local firms and their peer reviewers encoun
ter with SAS 39 (Audit Sampling). The chairmen of these
committees recently met with the ASB’s Planning Subcom
mittee to discuss these concerns.

pcpsAdvocate
American Institute of CPAs
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New York, N.Y 10036-8775

Those present agreed that the Auditing Standards
Division will develop and publish additional guidance on
when SAS 39 applies and how to apply it, using more
simplified and less statistical language than that which is in
the existing guide. The relevant peer review checklists were
also revised. The ASB does not plan to modify SAS 39.
FASB meeting. In what has become an annual event,
the TIC met with the full Financial Accounting Standards
Board to exchange information and views on FASB
projects. The FASB members expressed considerable
appreciation for the TIC’s participation, commenting on
their continuing need for the input and insights of small
businesses and the CPAs who serve them.
□

Conference Reminder
Continued from page 5

Panels of managing partners discuss their firms’ plans
and problems during the CPA Entrepreneurial Workshops.
Prominent leaders of the profession share and compare
their views on “What’s Ahead for the CPA Profession and
the Local Practitioner.”
The Conference opens Sunday with a choice between
golf and tennis tournaments or a tour through the
awesome Oak Creek Canyon and red rock country to
picturesque Sedona, with its unique boutiques and art
displays. The Sunday evening reception will feature “South
of the Border” ambiance, while country music and dancing
will enliven the Tuesday evening western steak fry. A
desert Jeep ride is one of the daytime options open to your
guests. Casual attire will be just fine throughout.
Conference brochures will be mailed shortly, but since
the Section’s records have only one person’s name for
each member firm, some Advocate readers might not
receive brochures in time. For complete details, call the
AICPA Meetings & Travel Department at
212/575-6451.
□

